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PORTO RICAN FINANCE UNDER THE SPAN- 
ISH AND AMERICAN GOVERNMENTS. 



BY THOMAS S. ADAMS. 



No fair-minded person who read the press despatches 
from Cuba or heard most of the speeches in Congress in 
the stirring days which immediately preceded the war 
with Spain, could have avoided a certain revulsion of 
feeling in favor of Spain and the Spaniard. Cuba and 
Porto Rico, we were told with angry vehemence, were 
ruled from Madrid, administered by a horde of hungry 
carpet-baggers, taxed and exploited, pillaged and looted 
for the benefit of the carpet-bagger and the glory of 
Spain. 

But the abuse of Spain was too continual ; the dam- 
nation too utter. One was forced to conclude that na- 
tional prejudice was passing current for knowledge ; and 
if it fell to his lot to make a brief study of the Spanish 
government of Porto Rico he approached his subject, 
almost inevitably, with a disposition to ascertain the 
good which it contained, and with the expectation of 
finding something far less selfish and barbarous than had 
been painted. 

I have not hesitated to begin with a personal state- 
ment of this sort because it will be found not without 
relevancy in the rather invidious comparison which fol- 
lows, and because the more fully I have been able to in- 
vestigate Spanish government and administration, the 
more inevitably have I been forced to conclude that 
American criticism of this government and administra- 
tion is on the whole well founded. So far as Porto 
Rico is concerned there is no evidence of unusual cruelty 
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or unnecessary physical harshness in the history of 
Spanish administration. On the other hand, the evi- 
dence is indisputable that financially and economically 
Porto Rico was systematically exploited. And for this 
evidence one is not forced to accept — nor have I in the 
present paper accepted — the opinion of the Porto Ricans 
or the evidence found in the utter corruption of public 
morals in Porto Rico to-day. The evidence is writ large 
on the statute books of Spain. Porto Rico was governed 
from Madrid. It was administered in the interests of 
Spain, and no effort was made to conceal the fact. The 
utter unconsciousness on the part of Spain that colonies 
could exist for any other purpose than the enrichment of 
the mother country is amazing. 

SPANISH GOVERNMENT OF PORTO RICO. 

We are concerned here with the government of Porto 
Rico only on its fiscal side, and there is space for 
only the briefest treatment of this side. We shall go 
quickest to the heart of the matter by the brief state- 
ment that up to the promulgation of the autonomous 
constitution of November 25, 1897, which was never 
fully introduced into Porto Rico, there was no semblance 
of a native legislature. Legislation emanated from 
Madrid, from the Cortes, in which Porto Rico was rep- 
resented by sixteen deputies and three senators ; but 
more usually from the colonial minister, Porto Rico 
being a crown colony. By this is meant, not merely 
that the Spanish government was the source of legisla- 
tion, but that it voted the Porto Rican budget, passed 
her tax laws, increased or pared her appropriations, laid 
hands upon the minutiae of fiscal administration — for 
instance, the rates of taxation, the methods of assess- 
ment, the penalties for evasion, etc., — and through 
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skillful election laws and the powers conferred upon its 
representative in Porto Rico, the governor general, con- 
trolled absolutely the modicum of representation which 
Porto Rico was allowed in the government. 

And looking to the administration of the islaud, it is 
no criticism, but a mere exposition of the provincial 
law, to say that the administration was the governor 
general and the governor general the administration. 
In the later history of the island we catch fleeting 
glimpses of a board of authorities, a council of adminis- 
tration, and a provincial deputation. But the first two 
were explicitly and the latter was in reality " under the 
direct and immediate orders of the governor general." 
Not only was he commander in chief of the army and 
navy, head of the established church, commissioner of 
education, and executive head of the administration, 
with plenary power to suspend and appoint officials, 
issue administrative orders, remove and fine members of 
the provincial deputation and municipal councils, but 
in point of fact he exercised these powers, " naming 
every employee of the municipal governments," said a 
prominent Porto Rican to me, " from alcalde down to 
porters and janitors." 

It should be said that Spain made some effort both to 
divorce the financial administration of the island from 
the general administration, and to introduce a certain 
element of home rule into the financial administration. 
Thus the receipt and disbursement of the insular funds, 
the initial drafting of the insular budget, the collection 
of customs and the financial administration in general, 
were under the control of an intendant, who originally 
— that is, by the royal decree of September 12, 1870 — 
was directly responsible to the colonial ministry at 
Madrid. But as both the governor general and the in- 
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tendant were agents of the colonial office there was no 
particular reason why their powers should be independ- 
ent and coordinate, and accordingly, as time passed, the 
latter came more and more under the control of the 
governor general. The annual budget, in late years, 
was presented not to the colonial minister direct, but to 
the council of administration which was presided over 
and controlled \>y the governor general. This council 
forwarded the budget, with such suggestions of change 
as they had to make, to the colonial minister. " Though 
the government may change the budget," continues the 
law (March 15, 1895), "in order to present it to the 
Cortes, and in order to provide for the services and gen- 
eral obligations of the state, it shall always attach there- 
to, as a report, the one drawn up by the council." 

As a matter of fact, there were two budgets and two 
treasuries. The budget drawn up by the intendant 
contained all the taxes and the more important appro- 
priations : the contributions of Porto Rico to the home 
government, for instance, the appropriations for the 
military and naval establishments, for the church and 
the judiciary. The expenditures for education, roads, 
charities — in short, for internal affairs — were first voted 
by the provincial deputation, which sent their budget 
to the governor general. He in turn revised it and 
then sent the original and his modifications to the colo- 
nial minister. Here it was again revised and certain 
taxes or parts of taxes assigned for the payment of ex- 
penditures allowed. In this form it was submitted to the 
Cortes. In the fiscal year 1897-98, the insular budget 
amounted to 3,536,342 pesos : the provincial budget to 
1,217,700 pesos. Hereafter I shall treat the two bud- 
gets together. 

22 
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The provincial deputation had existed, with inter- 
missions, since 1870 — the year in which Porto Rico was 
declared a Spanish province. Its members were elected 
by the qualified voters of Porto Rico, and it had in the 
abstract important administrative powers : the right of 
suggesting or voting in the first instance the appropria- 
tions for schools and roads, of disbursing its own funds, 
of revising the municipal budgets, etc. But its mean- 
ing and usefulness were vitiated by a farcical election 
law, by the revision of its budgets in Spain, by the su- 
perior powers of the governor general, who could annul 
any resolution and suspend or fine any member, and by 
that masterpiece of Spanish ingenuity, the provision that 
the office of provincial deputy should be honorary, com- 
pulsory and liable. This, being interpreted, means that 
a Porto Rican had to accept the office when tendered ; 
that while he received no salary, he could be fined for 
absence or disrespect to authority ; and that, if by his 
action in the deputation he injured the right of any 
citizen, he was liable for damages. " Should a resolu- 
tion of the provincial deputation injure the rights of 
private individuals," says article 50 of the provincial 
law of Dec. 31, 1896, " those having contributed by their 
votes to the adoption of the same shall be held liable for 
indemnity or restitution to the injured parties before the 
proper courts." 

Perhaps, after all, Spain's greatest obstacle was that, 
like the notorious Mrs. Kbbsmith, she had a past. She 
tried desperately in the end to rise above her traditions, 
and in the autonomous constitution of November 25, 
1897, made a heroic effort to grant Porto Rico that 
measure of fiscal autonomy which both justice and ex- 
pediency demanded. But repentance came too late, and 
before the autonomous government could be fully insti- 
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tuted Commodore Sampson was shelling San Juan, and 
the governor general was forced to declare martial law. 
Under the autonomous constitution Porto Rico was 
still compelled to pay her contribution to Spain for 
" the maintenance of sovereignt)' " (articles 34—36), and 
this contribution, which was fixed in advance by the 
Spanish Cortes, had to be accepted by the legislature of 
Porto Rico before the ordinary budget could be con- 
sidered. Again, the evidence is plentiful that Spain 
had not abandoned the old habit of granting power in 
one paragraph of the law and withdrawing it by a 
specious generality in the next. Thus after having 
granted the municipalities and provincial assembly com- 
plete power " freely to raise the necessary revenue to 
cover expenditures," the whole scheme is put to naught 
by the modifying clause — " with no other limitations 
than to make the means adopted compatible with the 
general system of taxation which shall obtain in the 
island." Whether Porto Rico was ready for fiscal 
autonomy or not is a doubtful question over which 
Spaiti may rightfully have hesitated. But the manner 
and time in which the concession was made, the specious 
promises and doubtful ambiguities with which the law 
is strewn, yield plentiful evidence of a bad conscience. 
Spain had wronged her colonies, and the Sagasta consti- 
tution is an acknowledgement of the fact. 

EXPENDITURES UNDER THE SPANISH GOVERNMENT. 

An examination of the Porto Rican budget shows that 
it was not without reason that the Spanish colonial min- 
istry revised budgets so carefully, prepared the laws in 
detail and prescribed minutely the procedure of assess- 
ment and collection. Spain was careful to retain this 
right of budgetary revision because 46 per cent, of the 
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aggregate budget of the general government and the 
provincial deputation was in support of functions 
maintained almost solely for the benefit of the home 
government. To be specific, the aggregate insular ex- 
penditures in the fiscal year 1897-98 amounted to 4,754,- 
042 pesos. Of this amount, 2,167,157 pesos, or 46 per 
cent., were devoted to the support of the established 
church, the colonial ministry at Madrid, and the military 
and naval establishments in Porto Rico, all of which 
were of no benefit, but rather a menace, to Porto Rico 
itself. 

It would be interesting, if time permitted, to speak of 
the expenditures in detail. 193,610 pesos went to the 
state church in its purely religious capacity, the judi- 
cial and educational services of the clergy being other- 
wise provided for. The military establishment cost 
1,252,377 pesos ; including 11,413 pesos for the " disci- 
plinary brigades of Cuba." The naval station cost 222,- 
668 pesos. These two expenditures together constituted 
more than 31 per cent, of the aggregate expenditure of 
the island ; more than twice as much as was spent upon 
public works and roads, and more than eleven times as 
much as was spent upon public schools. Finally, the 
compulsory contribution levied upon Porto Rico as " the 
expenses of sovereignty " amounted to 498,501 pesos. 
This consisted of Porto Rico's quota towards the pay- 
ment of the expenses of the colonial office — sixteen per 
cent. — and pensions for retired soldiers, marines and civil 
employees. 

The compulsory contribution toward the payment of 
the expenses of sovereignty is not, I believe, unknown 
in the colonial administration of other European states. 
Thus, according to Professor Seligman's paper on the 
French colonial fiscal system, France collected about 
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8,500,000 francs from her colonies in 1898. But over 
against this France spent, in maintaining military es- 
tablishments and iu positive contributions toward the 
payment of the local expenses of her colonies, 116,000,- 
000 francs ; thirteen times as much as she collected. 
On her colonies — on Porto Rico at least — Spain spent 
nothing. 

The remaining expenditures of the insular govern- 
ment and provincial deputations amounted to 2,586,884 
pesos, or 54 per cent, of the aggregate expenditures. 
This amount comprehended the expenses of the judici- 
ary, the treasury department, the post-office and tele- 
graph, for roads, education, public health : in short, the 
ordinary expenses in general. Such remarks as I have 
to make upon these expenditures will be introduced 
later in a comparison with the expenditures under the 
American regime. The interesting point is that only a 
little more than one-half of the taxes collected was 
spent for the normal expenses of the island itself. 

REVENUES UNDER THE SPANISH GOVERNMENT. 

The revenue system, under Spanish control was 
characterized by a studious avoidance of debt, great 
complexity in the system of taxation, and by an 
excessive emphasis upon indirect taxes and upon cus- 
toms taxes in particular. The estimated receipts in the 
fiscal year 1897-98 amounted to 5,157,200 pesos, or 
somewhat more than $3,000,000. Of this amount, 11 
per cent, came from non-tax sources, mining royalties, 
quotas levied on the municipalities, and the public lot- 
tery, $87,000 from the lottery; 13 per cent, from direct 
taxes, the graduated poll tax, the system of license 
taxes and the taxes on land ; 9 per cent, from stamp 
taxes on the transfer of property, passenger and 
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freight traffic, and commercial documents in general ; 
and 67 per cent, from consumption taxes — the un- 
important excise on petroleum, the taxes upon the 
embarkation and disembarkation of passengers and 
the loading and unloading of freight, the tax upon ex- 
ports, and most important of all the customs duties. 

The Spanish system of taxation is full of interesting 
features, that will have to be entirely neglected at this 
time : the virtues and defects of the lottery as a source of 
income; the system of consumos, by which the munici- 
palities raised a large part of their revenues from octrois 
upon articles of meat, drink and fuel ; the absence of 
the sumptuary excise tax ; the multiplicity of stamp 
taxes, touching almost every written document from a 
will to a sight draft, highly regressive in general, but 
including a progressive inheritance tax. We shall have 
time for only a brief description of the two most im- 
portant group of taxes, the customs duties and the direct 
taxes, which together yielded 80 per cent, of the total 
revenue. 

The direct taxes consisted of a territorial or land tax ; 
a system of license taxes called the industrial and com- 
mercial tax, and the passport tax — a graduated poll-tax 
ranging from twelve cents to twelve dollars. The lat- 
ter, while a source of continual protest in Porto Rico, 
was fiscally unimportant and need not be considered 
here. Its estimated yield in 1897-98 was only 31,000 
pesos or $18,600. 

The territorial tax, which in an agricultural country 
like Porto Rico should under ordinary circumstances 
constitute the very back-bone of the revenue system, 
yielded in 1897-98 only 410,000 pesos or about eight 
per cent, of the total receipts. The tax was historically 
a very old one in Porto Rico, having originated in a 
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quit rent which took the form of a percentage tax upon 
the net product of land as early as 1816. In recent 
years it has been divided into two classes, the agricola 
and the urbana, both of which were taxes upon the in- 
come from real estate. In the country the custom was to 
ascertain the product of the land from sworn returns of 
the cultivators, deduct a certain percentage as expenses 
of production, and value the remainder at certain uni- 
form rates. Thus, on cane or sugar land a deduction of 
75 per cent, was allowed for expenses, and on coffee and 
tobacco land 35 per cent. The net product as thus as- 
certained was then valued at certain fixed rates ; for ex- 
ample, $3.00 a quintal (hundred weight) for sugar, 
$12.00 a quintal for coffee, etc. Cattle, or the increase 
of livestock, were similarly taxed in the country. In 
the cities the tax was on rent with a deduction of 25 
per cent, for repairs and losses. The rate of the tax 
was fixed in the annual budget voted by the Spanish 
Chambers, usually 5 per cent for insular and 7^ per 
cent for municipal purposes. The tax was apportioned 
among the various municipalities ; assessed by un- 
salaried commissions of taxpayers appointed by the mu- 
nicipal councils acting together with an assembly of 
tax-payers themselves, and the collection was fanned 
out. 

The defects of the tax lie on the face of it. But on 
the whole, as taxes go, it was not unsuited to the actual 
conditions of the island. " It corresponded," says Dr. 
Hollander, in a brief mention of the tax in his formal 
report to the governor of Porto Rico, "in a rough way 
with schedules A and B of the present English income 
tax, and although open to many serious defects, and 
characteristically perverted and injured by defective ad- 
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ministration, yet the system, on the whole, embodied 
certain elements of equitable and scientific taxation." 

The so-called industrial and commercial tax was a 
cumbersome, intricate and illogical system of graded 
license taxes which yielded between 4 and 5 per cent, of 
the total revenues or about 240,000 pesos. The interest 
on the money spent in writing and devising the law 
must have been about that amount. 

For purposes of taxation the various occupations and 
professions were divided into five main groups or sched- 
ules, in each of which there were a very large number 
of sub-divisions differentiated in accordance with the 
kind and size of the business, or the amount of the in- 
come, and the size of the town. The first schedule 
comprehended the smaller merchants and shopkeepers 
in general. The taxes in this schedule varied in accord- 
ance with two main principles : the kind of occupation 
and the size of the town, there being eight classes of 
occupations and six groups of towns or forty-eight 
licenses in all. Thus, a warehouseman in San Juan — 
the largest city — paid 130 pesos a year, while the keeper 
of a grog shop in the same city paid only 14 pesos. But 
a similar warehouseman in Toa Baja would pay only 31 
pesos a year, and a similar grog shop in Toa Baja only 
3 pesos. 

The second schedule or tariff included corporations, 
banks, and the higher classes of salaried officials ; the 
third, manufacturing establishments ; the fourth, handi- 
craftsmen ; the fifth, miscellaneous trades and occupa- 
tions. In all, construing the law as charitably as 
possible, there were at least 350 different species of 
occupations and 55 distinct exemptions, including 
among others, — I quote the law, — " hospitals, charitable 
institutions and other religious establishments, bull 
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fights, masquerades, and other public entertainments 
organized by said establishments." 

It is needless to say that the law was abused. It is 
almost impossible to avoid the conclusion that it was 
made to be abused. Not only was the tariff of licenses 
arbitrary and illogical, but the distinctions between the 
classes were as impalpable as thin air. A moderately 
equitable assessment of the tax was absolutely im- 
possible. 

A characteristic instance of the way in which this tax 
could be abused, was reported some time ago in Harper's 
Weekly. An American in charge of an electric light- 
ing jDlant iu Mayaguez got into difficulties with the 
municipal authorities by refusing to pay a consumo 
tax of 60 cents a ton on a cargo of coal which he had 
imported, and in the course of the dispute sued the city. 
He immediately received notice that his assessment for 
the industrial and commercial tax had been raised; he 
had been moved from the class of lighting companies, 
which paid 120 pesos a year for municipal and insular 
purposes, to the class of importers who paid 750 pesos a 
year. Later the municipal authorities learned that he 
had paid for the coal by drawing a draft on New York, 
and they promptly moved him into the higher class of 
importers who also do a banking business. The tax 
upon the latter class was 1,400 pesos a year. I made 
some inquiries about this incident while in Porto Rico, 
and was told that it was true. Whether true or not, it 
was certainly possible and perfectly representative of 
the way in which this tax was abused. Surely, Profes- 
sor Seligman must have overlooked the industrial and 
commercial tax of Porto Rico, when he said of the prop- 
erty tax, that it was beyond peradventure the worst tax 
in the civilized world. Or else he regarded Porto Rico 
as uncivilized. 
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Consumption taxes. By far the most important group 
of receipts were the consumption taxes which in 1897- 
98 yielded more than five times as much as the direct 
taxes. In this group I have included the import duties, 
the temporary import duties, the export duties, the taxes 
on the embarkation and disembarkation of passengers 
and the loading and unloading of freight, and the con- 
sumo tax on petroleum. 

The latter tax which yielded only about 60,000 pesos 
is interesting in origin if not important from the stand- 
point of productivity. About 1890 the Standard Oil 
Company set up a refinery in Porto Rico. Shortly after- 
ward a royal decree was issued imposing a consumo of 
two and a half pesos per 100 kilograms on all refined 
petroleum imported or manufactured in the island. The 
decree concluded with this masterly little clause : " The 
revenue resulting from this tax has been estimated at 
60,000 pesos a year. To avoid expenses of collection, 
the minister of the colonies is authorized to conclude 
contracts with the manufacturers or refiners of these 
products in the island, provided that the stipulated 
amount be not lower than the estimate in the budget." 
The Spanish financier seems to have been eminently 
successful in the taxation of monopolies. 

The tax on the loading and unloading of freight and 
the embarkation and disembarkation of passengers, 
yielded 245,000 pesos in 1897-98. It seems to have 
been a specific tax on passengers and on exports and 
imports ; but the exact rates I have been unable to 
learn. It was first imposed in 1883. 

The export taxes yielded 250,000 pesos in 1897-98, 
and consisted of small specific duties upon coffee, to- 
bacco and lumber : 1 peso per 100 kilograms of coffee ; 
22 centavos per 100 kilograms of tobacco ; 15 centavos 
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per 100 kilograms of lumber. As the total value of the 
exports of these articles in 1897-98 was about 13,500,- 

000 pesos, the average ad valorem tax — computed by di- 
viding total receipts by total value of exports — is thus 
seen to be considerably less than 2 per cent. This tax 
fell almost wholly upon coffee, and under the industrial 
conditions of the Spanish regime was neither oppressive 
nor excessively burdensome. And as most of these ex- 
ports went to Spain, it was not an ungenerous tax. 

It is of course impossible to go full}' into the 
subject of the tariff. The import duties in 1897-98 
yielded 2,631,000 pesos ; 51 per cent, of the total reve- 
nues of Porto Rico from every source. Nothing that 

1 might say could be more significant than this simple 
fact, although its significance will be more readily re- 
cognized when it is supplemented by the statement that 
the greater portion of this amount came from the taxes 
upon the foodstuffs. Over 70 per cent, of the import 
duties were collected on foodstuffs, and 60 per cent, of 
these foodstuffs consisted of pork, rice, and codfish 
the staple and peculiar food of the lower classes. 

The import taxes consisted of the ordinary tariff 
charges and a so-called temporary surcharge of ten per 
cent upon the lowest duties levied in the regular sched- 
ule — the law contained a maximum and a minimum 
tariff, the latter applying to the " more favored " na- 
tions which had granted similar privileges to Spain. 
Imports from Spain and Cuba paid only the temporary 
tax of ten per cent. 

It is probably unnecessary to add that in the opinion 
of the Porto Ricans the tariff was adjusted in the 
interests of the Spanish manufacturers. On goods 
which could be manufactured in both Spain and Porto 
Rico, it was asserted the tariff charges were excessively 
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low ; while on the raw materials needed in these indus- 
tries the rates were excessively high. To take a simple 
instance from a memorial prepared for the Spanish 
colonial ministry by the manufacturers of Ponce, just 
previous to the American war ; it was pointed out that 
while the duty on soap imported from Barcelona was 
only 15 pesos per hundred boxes of 1 hundred weight 
each, the total duty on the raw materials required to 
manufacture this amount of soap was over 32 pesos. 

Again, bitter protests were made by the agricultural 
interests of Porto Rico against the consumo taxes levied 
upon the more important Porto Rican products exported 
to Spain. Nominally, goods from Porto Rico were ad- 
mitted into Spain free of import duties. On the other 
hand, Spain levied a variety of consumo or consump- 
tion taxes which were collected at the ports of entry 
and virtually amounted to import duties of great 
weight. Thus, sugar was taxed 33 % pesetas per 100 
kilograms, plus a ten per cent, ad valorem tax ; while 
coffee paid 60 pesetas per hundred kilograms. More 
than one-half of the sugar, and nearly one-fourth of 
the coffee exported from Porto Rico, went to Spain. 

Upon the virtues and defects of the Porto Rican tariff 
as a whole, I feel that I am not competent to express an 
opinion. One thing is sure. Indirect taxes must be 
given a relatively much more important place in Porto 
Rico than in England or the United States, and there 
undoubtedly is, as Professor Seligmau has said, a pro- 
digious amount of cant expressed about the evils of in- 
direct taxes. Giving these truths due weight, however, 
it nevertheless appears to me that too much stress was 
placed upon the customs duties ; and in the import 
tariff itself the ordinary foodstuffs of the poor seem to 
have been relatively over-taxed. Indirect taxes in gen- 
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eral — the taxes which we all forget to complain about 
in our effort to shift them off upon our neighbors — were 
sadly overworked. Pluck the goose with the minimum 
amoTUit of squawk ; it is a convenient principle and per- 
haps a defensible one among a self-governing people 
who vote their own taxes and, from the financial stand- 
point, make or mar their own destiny. But as a prin- 
ciple of colonial finance, imposed by a superior upon a 
dependent people, for the purpose of raising revenues 
nearly one-half of which were expended in the interest 
of the superior nation, it lacks every element of justice, 
and even, I may add, of far-sighted expediency. 

DEBT UNDER THE SPANISH RULE. 

L,et us be just to Spain. Whatever the temptation 
to do otherwise, Porto Rico was never saddled with 
a public debt. With the exception of a short period 
following the emancipation of the slaves, Porto Rico 
has contracted no permanent debt in the last half- 
century ; and municipal borrowing has been confined 
to a minimum. 

As a matter of fact a small annual surplus was 
usually secured, and this, at intervals, was borrowed by 
Spain and used in the settlement of the Cuban difficul- 
ties. During the ten years' war, for instance, Spain 
transferred in this way about $3,000,000, called it a 
Cuban debt, and made Cuba responsible for its repay- 
ment. Of more than #4,000,000 taken at various times, 
$2,253,516 still remain unpaid : Porto Rico's contribu- 
tion towards the glorious cause of suppressing Cuban 
insurrection. 1 

1 See testimony of Mr. Nicholas Daubon in the Report on the Island 
of Porto Rico by Henry K. Carroll, special commissioner for the 
United States to Porto Rico, pp. 250, 251. 
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Such, in brief, was the Spanish system of colonial 
finance. Its efficiency was superficial. It aroused no 
opposition, because the direct taxes were largely evaded 
through the complexity of the law and the venality of 
the officials, while the burden of the indirect taxes was 
shifted from those who owned property and were able 
to protest effectively to a sodden, inarticulate peon 
class which was too ignorant either to protest or to 
realize the economic causes of its own degradation. The 
direct taxes were collected efficiently, but their collec- 
tion was farmed out and the delinquent taxpayer 
brought to book by an administrative process that was 
mercilessly effective when unimpeded by bribery. The 
revemie system supplied the needs of the state, because 
the government lacked almost all the functions which 
distinguish the modern from the mediaeval state. There 
were government officials by the hundred, but trans- 
portation was by pack-horse ; there was a state church 
supported by taxes which, during the last decade of the 
preceding century, averaged 200,000 pesos a year, but 
only 15 per cent, of the population could read and write ; 
there were courts of law, policemen, and a civil registry 
system ; but the state conducted a lottery, gambling was 
unrestricted, petty thieving was, and still is, universal, 
and one-half of the children were born out of wedlock. 

AMERICAN GOVERNMENT OF PORTO RICO. 

A detailed description of the present government of 
Porto Rico, would be, I take it, superfluous ; because he 
who has had more to do with the formation of the present 
system than any other one man is present, and because 
the organic law of the island — the Foraker Act — was 
thoroughly and even passionately discussed by the 
American people at the time of its adoption. 
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The governor of Porto Rico is appointed by the 
president of the United States and because of the 
failure of the first legislative assembly to pass a new 
municipal law, he temporarily retains all the municipal 
powers conferred upon the governor general by the old 
Spanish law. Otherwise he differs in no important re- 
spect from the chief executive of an ordinary American 
state. 

The executive council — the upper legislative cham- 
ber — consists of five native Porto Ricans and the six 
heads of the administrative departments, at present all 
Americans. The government is thus a modified form 
of cabinet government. The lower legislative cham- 
ber — the house of delegates — consists of thirty-five 
members elected by the male citizens of Porto Rico 
who pay taxes or who can read or write. The right to 
grant franchises and concessions of a public or quasi- 
public nature is confined to the executive council, but 
with this exception the powers of the two legislative 
houses are equal and coordinate. These powers are of 
the broadest kind ; they shall extend, says the Foraker 
Act, " to all matters of a legislative character not 
locally inapplicable." In many respects they are 
broader and more inclusive than those of the legislature 
of an American state. For instance, they can pass and 
enforce their own excise or internal revenue laws. It 
is scarcely necessary to add that ic is this legislative as- 
sembly that frames the budget, votes supplies, fixes the 
appropriations and determines the taxes by which the 
revenues are to be raised. The present government of 
Porto Rico is at San Juan, not at the national capital. 

Above and superior to the legislative assembly there, 
of course, remains the power of Congress, which specific- 
ally reserves the right to veto any law of the legislature 
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or annul any franchise granted by the executive council. 
The important questions for us — and for Porto Rico as 
well — are simply these : in what degree and in what 
spirit has Congress legislated for Porto Rico? 

The first question may be answered in a few words, 
though it is a question for the future rather than of the 
past. There has been a minimum of interference on 
the part of the home country. Congress has retained 
control of the tariff, brought the currency of the island 
into conformity with the American system, prohibited 
the taxation of exports, and forbidden either the insular 
or any municipal government to contract indebtedness 
in excess of seven per cent, of the taxable property 
within their respective jurisdictions. This comprehends 
practically the whole interference of Congress in the 
financial affairs of Porto Rico. The government at San 
Juan has been given free rein. It is true, moreover, 
that because of the appointive character of the governor 
and executive council, the American element at San 
Juan holds a complete check upon fiscal legislation. 
But it is equally true that the same negative power is 
held by the native house of delegates. 

Concerning the character of American legislation for 
Porto Rico up to the present date, judging it solely from 
the standpoint of Porto Rico's needs and not from the 
standpoint of our own problem of expansion, I have 
no hesitation in describing it as legislation of the wisest 
and most generous nature. From the $2,000,000 refund 
to Porto Rico of the customs duties collected on Porto 
Rican imports and exports during the military govern- 
ment, to the much abused Foraker act, there is little or 
nothing which cannot fittingly be described by the 
words : " legislation of the wisest and most generous 
nature." 
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It was generous because it set aside for the use and 
benefit of Porto Rico two profitable sources of revenue 
which under ordinary circumstances are reserved for the 
federal government ; the total customs collections in 
Porto Rico and the customs collected in the United 
States upon imports from Porto Rico. It was wise be- 
cause it placed Porto Rico upon an unique basis by 
making the internal revenue laws inoperative in the 
island, and by permitting the insular government to 
lev}' and collect a system of excise taxes of its own de- 
vising. These were the compensations, and in a degree, 
the results of the fifteen per cent, tariff that so keenly 
agitated the sympathies of the people of the United 
States, and which was so sorely needed by the Porto 
Rican government at the time it was imposed. More- 
over, in so far as that tariff placed Porto Rico upon a 
colonial intead of the customary territorial basis, it was 
a most fortunate thing for the pocket books of the Porto 
Ricaus. The insular budget amounts to about two mil- 
lion dollars a year. Of this amount it is calculated that 
about one-fourth will come from the property tax, 37^ 
per cent, from the excise taxes, and nearly the same 
proportion from the customs collections in Porto Rico. 
The last two items, constituting three-fourths of the total 
receipts, are federal revenues, and so far as I know to the 
contrary allotted to no other local government under 
the jurisdiction of Congress. The Foraker act may 
have shunted the car of American progress off on a new 
and dangerous path, but together with the two million 
refunding act it has placed Porto Rico upon a financial 
basis of unexcelled security. 

The difference between American and Spanish gov- 
ernment is the difference between broad, general guid- 

23 
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ance, and officious, minute and perpetual interference. 
We have started with a Porto Rican legislature ; after 
400 years of government, Spain had not succeeded in 
fully introducing one. We have sent them men who have 
rigidly abstained from interference in local politics ; 
Spain sent them governors who dictated local politics. 
We have encouraged and fostered the capacity of self- 
government. They studiously repressed it. We have 
voted them large grants of money and in times of public 
distress, sent them assistance. Spain borrowed from 
them and failed to repay. We have undoubtedly put 
our best foot foremost. The task will be to presevere 
as we have begun. 

EXPENDITURES UNDER AMERICAN RULE. 

Perhaps the most striking contrast between the 
Spanish and American budgets of Porto Rico is the 
simple difference in the amount of expenditures. In 
the last year of the Spanish regime Porto Rico 
spent, in round figures and American money, $2,852,- 
425. The appropriation bills passed by the first 
legislative assembly amounted in all to $1,976,802.21 
This amount Dr. Hollander, in a careful estimate, 
thinks will probably be increased to $2,000,000 by the 
legislative assembly now sitting. American sovereignty 
has thus meant for Porto Rico a reduction in expendi- 
tures of about $850,000 a year : 30 per cent, of the 
entire expenditures under the old regime. We levy no 
compulsory contributions for the maintenance of 
sovereignty ; we have no established church to support, 
and we pay for our own military establishments. Sec- 
tion 12 of the Foraker Act specifically provides that 
all expenses and obligations contracted for defenses, 
barracks, harbors, light-houses, buoys and other works 
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undertaken by the United States, shall be paid by the 
latter and not by Porto Rico. 

The army, the navy, the church and the home govern- 
ment cost Porto Rico about $1,300,000 a year under 
Spanish rule. These expenses disappeared with the 
Spanish government, but in reality Porto Rico is saving 
$400,000 or $500,000 a year less than this, and in the 
near future, I believe, the budget will reach the old 
figure. The reasons for this are brief and significant. 
In the last year of Spanish control, for instance, 
$72,117 was appropriated by the insular government for 
schools ; in the present fiscal year more than $500,000 
has been appropriated for schools. In the fiscal year 
1897-98, $84,543 were spent upon prisons, charities and 
public health ; in the present fiscal year there have been 
appropriated for these purposes $230,575. With regard 
to the expenditures for public works, highways, and 
insular police, on the other hand, a word of commenda- 
tion should be said of the Spanish government. While 
it is not possible to make as exact comparison in these 
as in the preceding items, the bare figures show that for 
roads, public works, etc., there were appropriated in 
1897-98, $403,523 : in 1901-1902 only $378,942 : that 
the Spanish civil guard received $256,356 in 1897-98: 
the American insular police only $204,350. The testi- 
mony is universal that under the Spanish government 
crimes of violence were vigorously suppressed. 

Further comparison between specific expenditures 
would be both impossible and unprofitable ; unprofit- 
able, because we know nothing about the relative 
efficiency of the services of the two governments. In 
general, however, I think I am safe in predicting that 
the mere money cost of the American administration is 
going to be much higher than that of the Spanish. 
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This will result from the fact that we are paying 
laborers, clerks and lower grade employees in general, 
much higher salaries ; and from Spain's peculiar method 
of making almost all elective and many appointive 
offices in Porto Rico, honorary and compulsory. Not 
only provincial deputies, but municipal judges, muni- 
cipal councillors, syndics, tax assessors, ward mayors 
and a number of other officials were without compensa- 
tion — though as I pointed out with reference to the pro- 
vincial deputation, they were "compulsory and liable." 
The result was corruption and jobbery of the grossest 
kind, particularly among the municipal judges. But it 
made government cheap. 

REVENUES UNDER AMERICAN RUEE. 

The existing revenue system should not require 
more than a few paragraphs. L,ess than ten days 
after the American occupation of Porto Rico, the 
military government abolished the use of documentary 
stamps and stamped paper ; and a month later the real 
dues on the inheritance and transfer of property were 
annulled. Following this came a gradual repeal of the 
consiimos or octrois which the municipalities had been 
allowed to levy on meat, drink and fuel ; and the aboli- 
tion of the lottery, the passport tax, the export duties 
and other minor revenues followed in rapid succession. 
Amid the complex and multitudinous system handed 
down by the Spanish, our military government slashed 
and destroyed, repealed and annulled, until the Porto 
Ricaus came to believe that American government 
meant exemption from direct taxes, and the military 
government would have gone bankrupt had it not been 
for that much abused temporary tariff. 

There is of course a good deal of exaggeration in this 
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statement, but it serves to impress the points I wish to 
make : that the supplies we sent to Porto Rico after the 
hurricane together with the activity of the military 
government — properly destructive — came very near 
pauperizing certain elements of the population and un- 
doubtedly made the reimposition of adequate direct tax- 
ation a very difficult task. The moral atmosphere 
created by the military government gave Dr. Hollander 
many a bad quarter of an hour. On the other hand, 
their destructive work made it necessary and possible to 
replace the old system by an entirely new one. 

The break with the past having been effectively 
made, it was necessary to adopt an American system. 
And this in fact was done by the revenue act of January 
31, 1 901. The last vestiges of the Spanish system — the 
fixed land tax and the consumo taxes — were abolished for 
insular purposes and replaced by a property tax, a 
system of excises, and a progressive inheritance tax. 
The last is so unimportant and so like the inheritance 
tax employed in the United States, that I shall not 
speak of it further. Less than $5,000 a year are ex- 
pected from it. 

The property tax is not essentially different from the 
ordinary property tax of the states. The ordinary ex- 
emptions of schools, churches, working tools, etc., have 
been made. Mortgages are treated as an interest in the 
property, and where a contract does not exist making 
the taxes payable by the mortgager they are taxed to 
the mortgagee. An interesting feature of the tax which 
worked with conspicuous success was a provision for the 
exemption of debt. Tax payers were allowed to sub- 
tract their debts, when the creditors resided in Porto 
Rico, by entering upon their schedules a specific list of 
their creditors and the corresponding amount owed to 
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each. As soon as the list of debts was received by the 
assessor he forwarded a copy to the central office, where 
a sort of clearing-house was maintained, from which a 
memorandum of each debt was forwarded to the assessor 
of the district in which the creditor lived, with instruc- 
tions to see that it was entered upon the creditor's sched- 
ule. The scheme not only worked easily and success- 
fully, but it succeeded in bringing to light an immense 
amount of intangible property that would otherwise 
have escaped. 

The really important changes introduced by the prop- 
erty tax were administrative. The old direct taxes had 
been levied by the Spanish Cortes, assessed by nearly two 
hundred separate commissions appointed by sixty-six 
municipal councils of the island, and collected for a per- 
centage by a private company. " In the assessment par- 
ticularly, there was no central control, no unity of ad- 
ministration and no uniformity of valuation." Under 
the American system the tax is levied by the legislative 
assembly, assessed by paid assessors appointed by the in- 
sular government and directed by a supervisor of assess- 
ment, acting under the general direction of the treasur- 
er. Collection by salaried officials has replaced the old 
method of letting out the collection to private parties. 
The property tax is expected to yield about $500,000 a 
year to the insular government. 

By far the most important part of the present revenue 
system is the group of stamp taxes ; the documentary 
taxes ; the license taxes on dealers in alcoholic liquors, 
cigars and fire-arms ; and the excise taxes upon the 
manufacture and importation of proprietary medicines, 
perfumery, cosmetics, toilet articles, playing cards, fire- 
arms, ammunition, oleomargarine, matches, alcoholic 
liquors and manufactured tobaccos of all kinds. Speak- 
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generally the rates of these taxes are considerably lower 
than those imposed on similar articles in the United 
States. The estimated yield of the stamp taxes in the 
present fiscal year is $700,000. 

Besides the difference in rates, there are other im- 
portant differences between the excise system of Porto 
Rico and that of the United States. In the United 
States, the stamp is placed upon the package of sale at 
the time of manufacture, or upon removal from bond, 
while the most thorough surveillance is maintained 
both of the sale and manufacture. In Porto Rico, the 
stamp will be placed on the bill of sale or lading which 
accompanies the shipment of goods from the factory. 
These changes were necessitated by the fact that it was 
impossible to supply bonded warehouses in Porto Rico 
at present, while the manufacture of rum and tobacco, 
although relatively much more important industries 
than those of the United States, could not bear the 
same rates of taxation. It has been repeatedly demon- 
strated, moreover, that the manufacturers are unable to 
pay the taxes upon their stocks of finished products 
until they are sold, the purchaser, at present, almost 
always forwarding the stamps required on the goods 
which he purchases. At the same time, the device of 
placing the stamps on the retail packages is a failure in 
Porto Rico. The patient peon is too economical to tear 
the stamp upon his box of cigarettes or matches. He 
seats himself in the sun and soaks the stamp off, washes 
it, and sells it to some unscrupulous manufacturer, in 
return for more cigarettes or matches. And it was 
found impossible to root out the practice by any reason- 
able amount of surveillance, because of the mountain- 
ous character of the county, the cost of transportation, 
the lack of police and the universality of the practice. 
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Under the present system each manufacturer will be 
furnished with a stub invoice book, on the page and 
stub of which he will be required to describe each ship- 
ment which leaves his factory. The stamps will then be 
pasted over the perforated line which separates the stub 
and the bill, in such a way that when the bill is de- 
tached part of each stamp will be left upon the stub 
and part upon the bill. Manufacturers will be re- 
quired to return the stubs to the treasury, and merchants 
the bills, at regular intervals, so that in this way a re- 
liable check can be kept upon the goods manufactured 
and sold in the island ; while a perfect check can be 
kept upon imports and exports by means of the customs 
officers and the applications for the exemptions allowed 
upon exports. 

In concluding this hasty summary of the existing 
revenue system of Porto Rico, it should be said that the 
customs collected upon goods from foreign countries 
imported into Porto Rico — the proceeds of which go to 
the insular treasury — are expected to yield $750,000 in 
the present fiscal year. This yield, however, is not ex- 
pected to continue indefinitely. In a few years, owing 
to the growth of the trade between Porto Rico and the 
United States, now that the tariff barriers have been 
removed, the yield of the import duties will probably 
fall to $300,000 a year or less. The preeminence of the 
customs receipts is a temporary phenomenon. 

Of the estimated revenue of $2,000,000, then, two and 
a half per cent, or $50,000 is expected from the inherit- 
ance tax and miscellaneous sources ; $500,000 or twenty- 
five per cent, from the direct tax upon property ; $700,- 
000 or thirty-five per cent, from the stamp taxes, almost 
all of which fall on the consumption of liquors and 
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tobacco ; and $750,000 or thirty-seven and one-half per 
cent, from the import duties. 

These figures taken in connection with the corres- 
ponding proportions in the Spanish budget of receipts 
convey with striking emphasis the difference between 
the American and the Spanish systems of revenue. In 
the one complexity ; in the other simplicity. In the 
earlier system thirteen per cent, from direct taxes, noth- 
ing from sumptuary excise taxes, and sixty-seven per 
cent, from customs duties falling in the main upon 
necessaries ; in the latter twenty-five per cent, from 
direct taxes, thirty-five per cent, from sumptuary 
excises, and a little more from the Dingley Tariff. In 
short, the Americanization of Porto Rico has meant, 
from the fiscal point of view, first, a substantial reduction 
in the burden of taxation ; second, a simplification of 
the system of taxation ; next, a relative increase in the 
taxation of accumulated property as opposed to taxes 
upon the sale, consumption and transfer of property ; 
and finally, a shifting of the center of gravity of the 
consumption taxes from the consumers of codfish and 
pork to the consumers of rum and tobacco. Whether 
the two classes of consumers are essentially different or 
not, is, I must confess, a doubtful question. It is to be 
hoped, however, that under the present arrangement 
the peon will get a little more codfish and a little less 
rum. 



